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[The author writes for the International Weekly Edition of the Gazeta Mercantil, a Sao Paulo-based
financial newspaper.]
Because of the continuing economic crisis in Argentina, rationing of electric energy, and a worsening
foreign-exchange rate, Brazil has sought the assistance of the International Monetary Fund (IMF)
to help cover its foreign obligations. The latest accord, announced Aug. 8, renews the current
agreement with the IMF, which was to expire Dec. 1, and provides Brazil with US$15 billion in new
IMF funds. "Brazil is a country with an enormous capacity to overcome its problems," said Finance
Minister Pedro Malan. "We beat hyperinflation, we survived the Asian crisis, the Mexican crisis,
the Russian crisis, and exchange-rate volatility just as we will overcome the energy crisis and the
Argentine crisis."
While the latest injection of funds should ease Brazil's external vulnerabilities in the short term,
ongoing foreign and domestic crises combined with increased belt-tightening will adversely affect
economic growth and lagging social indicators. Even the US$8 billion that the IMF just agreed to
lend Argentina is no guarantee that times will improve (see other article in this edition).

Brazil will get US$4.6 billion right away
Although the latest accord with the IMF will not be signed until September, some US$4.6 billion of
the US$15 billion total will be available to Brazil immediately. To withdraw the remaining funds,
the government will have to post a primary public-sector surplus (revenues minus expenditures
excluding debt payments) equal to 3.35% of GDP in 2001 and 3.5% of GDP in 2002. While that will
not be difficult this year the 12-month primary surplus has already topped 3.9% of GDP economists
believe next year's goal may be hard to meet with a slower- growing economy and presidential
elections.
On the positive side, Brazil received permission to lower its international-reserves floor from US$25
billion to US$20 billion, which will give it more firepower to defend its beleaguered currency, the
real. The currency has lost more than 30% of its value against the dollar this year. Together with US
$3 billion in reserves expected to remain after its foreign-debt payments this year, the Central Bank
will have US$8 billion at its disposal to intervene in the foreign-exchange markets.
Regarding inflation, the IMF's 4% goal for the consumer price index (Indice de Precos ao
Consumidor Amplo, IPCA) this year remains intact, but the IMF has said it will accept up to 5.8%
plus a two-percentage-point leeway. The IPCA for twelve months had already hit 7.35% by the end
of June. The new accord will expire on Dec. 1, 2002, the same day that President Cardoso will end his
term, leading some political analysts to consider the agreement a "blindagem eleitoral" or financial
armor for next year's election.
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IMF agreement involves sacrifices
Finance Minister Malan, responding to criticism of the latest accord from some lawmakers, insisted
that the country had not ceded any of its sovereignty as a result of any conditions attached to the
agreement. "It is an insane, mistaken point of view of those who do not participate in the [economic
decision-making] process to say that Brazil is submissive to the IMF," said Malan.
Opposition politicians and economists are particularly critical of the degree of fiscal belt-tightening
required by the IMF. With the federal government committed under the accord to a primary surplus
equivalent to 3.5% of GDP in 2002, Planning Minister Martus Tavares says the budget will have to
be cut by an extra US$4.04 billion next year. The combination of economic difficulties in Argentina,
the worldwide recession, energy rationing, and high interest rates have put the brakes on Brazil's
economy. The latest growth figures released from the Instituto Brasileiro de Geografia e Estatistica
(IBGE) surprised government officials and economists.
The IBGE reported that the country's GDP fell 0.99% in the second quarter of this year, compared
to the first quarter. "We were already expecting a fall, but it was a little greater than had been
predicted for us as well as for the market," said Central Bank president Arminio Fraga.
President Fernando Henrique Cardoso added, "We need to see a fine tuning in interest rates, so that
we can keep the economy moving." The domestic and international crises, compounded by high
interest rates, have hurt industry, and many companies have been forced to lay off employees. The
economic downturn, resulting in fewer taxes and increasing demands on the federal budget, is likely
to add to the conflict regarding the use of public resources.
Brazil's Supremo Tribunal Federal (STF) recently ruled that the federal government must give a
pay raise to public employees. After not receiving a salary increase since 1995, federal employees
are striking to protest the government's proposal for an increase of only 3.5%. Cumulative inflation
has risen 75.48% since the last raise in 1995. Tavares maintains that the budget can be cut without
raising taxes and insists important social programs will be spared. Details of how the numbers will
be juggled will not become known until the end of August when the federal budget is presented to
Congress.
Another issue causing criticism is that the new IMF agreement continues to include debts of
federally owned companies as part of the primary budget-surplus goal. The lack of investing by
electric companies still owned by the state is one reason for the current energy crisis, which could be
shortened if the government were not handicapped by IMF- mandated fiscal goals.

Foreign dependency and debt remain
The principal reason for seeking extra funds from the IMF was to help the country meets its foreignaccounts obligations. In the past, Brazil has been able to pay its current account with foreign
exchange obtained from foreign direct investment (FDI). Economic recessions in the US, Japan, and
elsewhere, however, have reduced FDI 30% this year and exports have not risen to compensate for
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the fall. Calculations by the government's economic team show the deficit in the current account
should amount to US$26 billion, of which only US$20 billion will be covered by inflows of FDI.
Dependence on foreign capital to finance its development has left Brazil more vulnerable to
contagion from foreign crises such as the one in Argentina.
The Plan Real and neoliberal reforms promulgated by President Cardoso have not improved the
situation. From 1995 to 2000, payments on the country's foreign debt have risen from 3% of GDP to
9.4%, and they now consume more than 100% of the money earned from exports. Net foreign debt
amounted to 31.9% of GDP in 2000, compared to 13.1% in 1995. "There is a chronic problem that we
have been unable to free ourselves from," said Marcos Caramuru, secretary of international issues
at the Finance Ministry. "The way out of this situation is to increase our insertion in international
trade." He added that there is no short-term solution to the problem.
Paul Singer, an economist affiliated with the left- leaning Partido dos Trabalhadores (PT), remains
critical of the latest IMF accord, which, in his view, will not improve the country's development.
"Control of the exchange rate did not even last one week," he said. The economist favors controlling
the entrance and exit of capital.

Social indicators improve slightly
Ten years after Brazil signed a UN accord to meet 27 goals to improve the living standard of its
children, the country has made considerable advances but still remains at the same level as El
Salvador in that regard. Goals for none of the five most important indicators infant mortality,
maternal deaths, malnutrition, water, and sewage were wholly achieved.
"There have been advances, without a doubt, but we are still behind," said Oded Grajew, president
of Instituto Ethos, which encourages increased social responsibility by business. "While the interest
rate account receives more than the health and education sectors together, we will continue to have
some horrible indicators." While higher basic interest rates, now at 19% a year, will increase the
country's debt by US$10 billion, fiscal austerity, amounting to 3.35% of GDP this year and 3.5% for
2002, will squeeze US$34.36 million out of needy social programs equal to 400% of the budget of the
Health Ministry.
Brazil has yet to find a way out of exploding debt and decreasing social expenditures.

-- End --

©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 3 of 3

